NOTES:

Conflict with federal requirements--Severability--Effective date--1995 1st sp.s. ¢ 18: See notes
following RCW 74.39A.030.

RCW 74.46.200 Offset of miscellaneous revenues. (1) Allowable costs shall be reduced by the
contractor whenever the item, service, or activity covered by such costs generates revenue or financial
benefits other than through the contractor's normal billing for care services; except that, unrestricted grants,
gifts, and endowments, and interest therefrom, will not be deducted from the allowable costs of a nonprofit
facility. -

(2) Where goods or services are sold, the amount of the reduction shall be the actual cost relating to
the item, service, or activity. In the absence of adequate documentation of cost, it shall be the full amount
of the revenue received. Where financial benefits such as purchase discounts or rebates are received, the
amount of the reduction shall be the amount of the discount or rebate. [1980¢ 177 § 20.]

RCW 74.46.220 Payments to related organizations--Limits—Documentation. (1) Costs
applicable to services, facilities, and supplies furnished by a related organization to the contractor shall be
allowable only to the extent they do not exceed the lower of the cost to the related organization or the price
of comparable services, facilities, or supplies purchased elsewhere.

(2) Documentation of costs to the related organization shall be made available to the department.
Payments to or for the benefit of the related organization will be disallowed where the cost to the related
organizationcannot be documented. [1998 ¢ 322 § 12; 1980¢c 177 § 22.]

RCW 74.46.230 Initial cost of operation. (1) The necessary and ordinary one-time expenses
directly incident to the preparation of a newly constructed or purchased building by a contractor for
operation as a licensed facility shall be allowable costs. These expenses shall be limited to start-up and
organizationalcosts incurred prior to the admission of the first patient.

(2) Start-up costs shall include, but not be limited to, administrative and nursing salaries, utility
costs, taxes, insurance, repairs and maintenance, and training; except, that they shall exclude expenditures
for capital assets. These costs will be allowable in the operations cost center if they are amortized over a
period of not less than sixty months beginning with the month in which the first patient is admitted for care.

(3) Organizational costs are those necessary, ordinary, and directly incident to the creation of a
corporation or other form of business of the contractor including, but not limited to, legal fees incurred in
establishing the corporation or other organization and fees paid to states for incorporation; except, that they
do not include costs relating to the issuance and sale of shares of capital stock or other securities. Such
organizational costs will be allowable in the operations cost center if they are amortized over a period of not
less than sixty months beginning with the month in which the first patient is admitted for care. {1998 ¢ 322
§13;1993sp.s.c 13 §3;1980¢ 177 § 23]

NOTES:

Effective date--1993 sp.s. ¢ 13: See note following RCW 74.46.020.

RCW 74.46.240 Education and training. (1) Necessary and ordinary expenses of on-the-job
training and in-service training required for employee orientation and certification training directly related
to the performance of duties assigned will be allowable costs.

(2) Necessary and ordinary expenses of recreational and social activity training conducted by the
contractor for volunteers will be allowable costs. [1980¢ 177 § 24
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RCW 74.46.250 Owner or relative--Compensation. (1) Total compensation of an owner or
relative of an owner shall be limited to ordinary compensation for necessary services actually performed.

(a) Compensation s ordinary it it is the amount usually paid for comparable services i a
comparable facilityto an unrelated employee. and does not exceed limits set out in this chapter.

(b) A service is necessary 1f it 15 related to patient care and would have had to be performed by
another person if the owner or relative had not done 1t

(2) The contractor. in maintaining customary time records adequate for audit. shall include such
records for owners and relatives who receive compensation. [1980¢ 177 § 25 |

RCW 74.46.270 Disclosure and approval or rejection of cost allocation. (1) The contractor
shall disclose to the departiment:

(a) The nature and purpose of all costs which represent allocations of joint facility costs; and

(b) The methodology of the allocation utilized.

(2) Such disclosure shall demonstrate that:

(a) The services involved are necessary and nonduplicative; and

(b) Costs are allocated in accordance with benefits received from the resources represented by those
COosts.

(3) Such disclosure shall be made not later than September 30th for the following calendar ycar:
except that a new contractor shall submit the first vear's disclosure at least sixty days prior to the date the
new contract becomes effective.

(4) The department shall by December 51st, for all disclosures that are complete and timely
submitted, either approve or reject the disclosure. The department may request additional information or
clarification.

(5) Acceptance of a disclosure or approval of a joint cost methodology by the department may not
be construed as a determination that the allocated costs are allowable in whole or in part. However. joint
facility costs not disclosed. allocated, and reported in conformity with this section and department rules arce
unallowable. ' ‘

(6) An approved methodology may be revised or amended subject to approval as provided in rules
and regulations adopied by the department. [1998 ¢ 322§ 14: 1983 Istex.s.c 67§ 13:1980c¢ 177 §27]

RCW 74.46.280 Management fees, agreements--Limitation on scope of services. (1)
Management fees will be allowed only if:

(1) A written management agreement both creates a principal/agent relationship between the
contractor and the manager. and sets forth the items. services, and activities to be provided by the manager:
and '

(b) Documentationdemonstratesthat the services contracted for were actually delivered.

(2) To be allowable, fees must be for necessary. nonduplicative services.

(3) A management fee paid to or for the benefit of a related organization will be allowable to the
extent it does not exceed the lower of the actual cost to the related organization of providing necessan
services related to patient care under the agreement or the cost of comparable services purchased elsew here.
Where casts to the related organization represent joint facility costs, the measurement of such costs shall
comply with RCW 74 46 270

(h) A copy of the agreement must be received by the department at feast sixty davs before it is 1o
become effective. A copy of any amendment to a management agreement must also be received by the
department at least thirts days m advance of the date it is to become effective. Failure to meet these
deadhmes wall resatt in the unallowability of cost incurred more than sixty days prior to submittine .
manacementagreementand more than thirty days prior to submitting an amendment
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(5) The scope of services to be performed under a management agreement cannot be so extensive
that the manager or managing entity is substituted for the contractor in fact, substantially relieving the
contractor/licenseeof responsibility for operating the facility. [1998 ¢ 322 § 15; 1993 sp.s.c 13 § 4; 1980 ¢
177 § 28.] -

NOTES: -

Effective date--1993 sp.s. ¢ 13: See note following RCW 74.46.020.

RCW 74.46.290 Expense for construction interest. (1) Interest expense and loan origination
fees relating to construction of a facility incurred during the period of construction shall be capitalized and
amortized over the life of the facility pursuant to RCW 74.46.360. The period of construction shall extend
from the date of the constructionfoan to the date the facility is put into service for patient care.

(2) For the purposes of this chapter, the period provided for in subsection (1) of this section shall
not exceed the project certificate of need time period pursuantto RCW 70.38.125. [1980c 177 § 29.]

RCW 74.46.300 Operating leases of office equipment—Rules. Rental or lease costs under arm's-
length operating leases of office equipment shall be allowable to the extent the cost is necessary and
ordinary. The department may adopt rules to limit the allowability of office equipment leasing expenses.
[1998 ¢ 322§ 16;1980¢c 177 § 30.]

NOTES:

Effective dates—1980 ¢ 177: See RCW 74.46.901.

RCW 74.46.310 Capitalization. The followingcosts shall be capitalized:

(1) Expenses for facilities or equipment with historical cost in excess of seven hundred fifty dollars
per unit and a useful life of more than one year from the date of purchase; and

(2) Expenses for equipment with historical cost of seven hundred fifty dollars or less per unit if
either:

(a) The item was acquired in a group purchase where the total cost exceeded seven hundred fifty
dollars; or

(b) The item was part of the initial stock of the facility.
‘ (3) Dollar limits in this section may be adjusted for economic trends and conditions by the
department as established by rule and regulation. [1983 Istex.s.c 67§ 16;1980c 177 §31.]

RCW 74.46.320 Depreciation expense. Depreciation expense on depreciable assets which are
required in the regular course of providing patient care will be an allowable cost. It shall be computed using
the depreciation base, lives, and methods specified in this chapter. [1980c¢ 177 § 32.]

RCW 74.46.330 Depreciableassets. Tangible assets of the following types in which a contractor
has an interest through ownership or leasing are subject to depreciation:

(1) Building - the basic structure or shell and additions thereto;

(2) Building fixed equipment - attachments to buildings, including, but not limited to, wiring,
electrical fixtures, plumbing, elevators, heating system, and air conditioning system. The gencral
characteristicsof this equipment are: ,

(a) Affixed to the building and not subject to transfer; and

(b) A fairly long life, but shorter than the life of the building to which attixed;
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(3) Major movable equipment including, but not limited to, beds, wheelchairs, desks, and x-ray
machines. The general characteristicsof this equipment are:

(a) A relatively fixed location in the building;

(b) Capable-of being moved as distinguished from building equipment;

(c) A unit cost sufficient to justify ledger control;

(d) Sufficiefitsize and identity to make control feasible by means of identificationtags; and

(e) A minimum life greater than one year,

(4) Minor equipment including, but not limited to, waste baskets, bed pans, syringes, catheters,
silverware, mops, and buckets which are properly capitalized. No depreciation shall be taken on items
which are not properly capitalized as directed in RCW 74.46.310. The general characteristics of minor
equipment are:

(a) In general, no fixed location and subject to use by various departments; -

(b) Small in size and unit cost; =

(¢) Subject to inventory control;

(d) Large number in use; and

(e) Generally, a useful life of one to three years;

(5) Land improvements including, but not limited to, paving, tunnels, underpasses, on-site sewer
and water lines, parking lots, shrubbery, fences, and walls where replacement is the responsibility of the
contractor; and

(6) Leasehold improvements - betterments and additions made by the lessee to the leased property,
which become the property of the lessor after the expiration of the lease. [1980c¢ 177 § 33.]

RCW 74.46.340 Land, improvements—Depreciation. Land is not depreciable. The cost of land
includes but is not limited to, off-site sewer and water lines, public utility charges necessary to service the
land, governmental assessments for street paving and sewers, the cost of permanent roadways and grading
of a nondepreciable nature, and the cost of curbs and sidewalks, replacement of which is not the
responsibilityof the contractor. [1980¢ 177 § 34.]

RCW 74.46.350 Methods of depreciation. (1) Buildings, land improvements, and fixed
equipment shall be depreciated using the straight-line method of depreciation. Major-minor equipment
shall be depreciated using either the straight-line method, the sum-of-the-years' digits method, or declining
balance method not to exceed one hundred fifty percent of the straight line rate. Contractors who have
elected to take either the sum-of-the-years'digits method or the declining balance method of depreciationon
major-minorequipment may change to the straight-line method without permission of the department.

(2) The annual provision for depreciation shall be reduced by the portion allocable to use of the
asset for purposes which are neither necessary nor related to patient care. .

(3) No further depreciation shall be claimed after an asset has been fully depreciated unless a new
depreciationbase is established pursuantto RCW 74.46.360. [1980c 177 § 35.]

RCW 74.46.360 Cost basis of land and depreciation base of depreciable assets. (1) For all
partial or whole rate periods after December 31, 1984, the cost basis of land and depreciation base of
depreciable assets shall be the historical cost of the contractor or lessor, when the assets are leased by the
contractor, in acquiring the asset in an arm's-length transaction and preparing it for use, less goodwill, and
less accumulated depreciation, if applicable, which has been incurred during periods that the assets have
been used in or as a facility by any contractor, such accumulated depreciation to be measured in accordance
with subsections (4), (5), and (6) of this section and RCW 74.46.350 and 74.46.370. If the department
challenges the historical cost of an asset, or if the contractor cannot or will not provide the historical costs,
the department will have the department of general administration, through an appraisal procedure,
determine the fair market value of the assets at the time of purchase. The cost basis of land and depreciation
base of depreciable assets will not exceed such fair market value.
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(2) For new or replacement building construction or for substantial building additions requiring the
acquisition of land and which commenced to operate on or after July 1, 1997, the department shall
determine allowable land costs of the additional land acquired for the replacement construction or building

'~ additionsto be the lesser of:

(a) The contractor's or lessor's actual cost per square foot; or

(b) The square-foot land value as established by an appraisal that meets the latest publication of the
Uniform Standards of Professional Appraisal Practice (USPAP) and the financial institutions reform,
recovery, and enhancementact (FIRREA).

(3) Subject to the provisions of subsection (2) of this section, if, in the course of financing a project,
an arm's-length lender has ordered a Uniform Standards of Professional Appraisal Practice appraisal on the
land that meets financial institutions reform, recovery, and enhancement act standards and the arm's-length
lender has accepted the ordered appraisal, the department shall accept the appraisal value as allowable fand
costs for calculation of payment. e

If the contractor or lessor is unable or unwilling to provide or cause to be provided to the
department, or the department is unable to obtain from the arm's-length lender, a lender-approved appraisal
that meets the standards of the Uniform Standards of Professional Appraisal Practice and financial
institutions reform, recovery, and enhancement act, the department shall order such an appraisal and accept
the appraisal as the allowable land costs. If the department orders the Uniform Standards of Professional
Appraisal Practice and financial institutions reform, recovery, and enhancement act appraisal, the contractor
shall immediately reimburse the department for the costs incurred.

(4) The historical cost of depreciable and nondepreciable donated assets, or of depreciable and
nondepreciable assets received through testate or intestate distribution, shall be the lesser of:

(a) Fair market value at the date of donation or death; or

(b) The historical cost base of the owner last contracting with the department, if any.

(5) Estimated salvage value of acquired, donated, or inherited assets shall be deducted from
historical cost where the straight-line or sum-of-the-years'digits method of depreciationis used.

(6)(a) For facilities, other than those described under subsection (2) of this section, operating prior
to July 1, 1997, where land or depreciable assets are acquired that were used in the medical care program
subsequent to January 1, 1980, the cost basis or depreciation base of the assets will not exceed the net book
value which did exist or would have existed had the assets continued in use under the previous contract with
the department; except that depreciation shall not be assumed to accumulate during periods when the assets
were not in use in or as a facility.

(b) The provisions of (a) of this subsection shall not apply to the most recent arm's-length
acquisition if it occurs at least ten years after the ownership of the assets has been previously transferred in
an arm's-length transaction nor to the first arm's-length acquisition that occurs after January 1, 1980, for
facilitics participating in the medical care program prior to January 1, 1980. The new cost basis or
depreciation base for such acquisitions shall not exceed the fair market value of the assets as determined by
the department of general administration through an appraisal procedure. A determination by the
department of general administration of fair market value shall be final unless the procedure used to make
such determination is shown to be arbitrary and capricious. For all partial or whole rate periods after July
17, 1984, this subsection Is inoperative for any transfer of ownership of any asset, depreciable or
nondepreciable, occurring on or after July 18, 1984, leaving (a) of this subsection to apply alone to such
transfers: PROVIDED, HOWEVER, That this subsection shall apply to transfers of ownership of assets
occurring prior to January 1, 1985, if the costs of such assets have never been reimbursed under medicaid
cost recimbursement on an owner-operated basts or as a related-party lease: PROVIDED FURTHER. That
for any contractor that can document in writing an enforceable agreement for the purchase of a nursing
home dated prior to July 18, 1984, and submitted to the department prior to January 1, 1988, the cost basis
of allowable land and the depreciation base of the nursing home, for rates established after July 18. 1984,
shall not exceed the fair market value of the assets at the date of purchase as determined by the department
of general administration through an appraisal procedure. For medicaid cost reimbursement purposes. an
agreement to purchase a nursing home dated prior to July 18, 1984, is enforceable, even though such
agreement contains no legal description of the real property involved, notwithstanding the statute of frauds
or any other provision of law.
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-

(c) In the case of land or depreciable assets leased by the same contractor since January 1, 1980, in
an arm's-length lease, and purchased by the lessee/contractor,the lessee/contractorshall have the option:

(i) To have the provisions of subsection (b) of this section apply to the purchase; or

(ii) To have the reimbursement for property and return on investment continue to be calculated
pursuant to the provisions contained in *RCW 74.46.530(1) (e) and (f) based upon the provisions of the
lease in existence on the date of the purchase, but only if the purchase date meets one of the following
criteria:

(A) The purchase date is after the lessor has declared bankruptcy or has defaulted in any loan or
mortgage held against the leased property;

(B) The purchase date is within one year of the lease expiration or renewal date contained in the
lease;

(C) The purchase date is after a rate setting for the facility in which the reimbursement rateset
pursuant to this chapter no longer is equal to or greater than the actual cost of the lease; or -

(D) The purchase date is within one year of any purchase option in existence on January 1, 1988.

(d) For all rate periods past or future where land or depreciable assets are acquired from a related
organization, the contractor's cost basis and depreciation base shall not exceed the base the related
organization had or would have had under a contract with the department.

(e) Where the land or depreciable asset is a donation or distribution between related organizations,
the cost basis or depreciation base shall be the lesser of (i) fair market value, less salvage value, or (ii) the
cost basis or depreciation base the related organization had or would have had for the asset under a contract
with the department. [1997¢ 277§ 1; 1991 sp.s.c 8§ 18;1989¢c 372 § 14. Prior: 1988c 221 §1; 1988 ¢
208§ 1;1986¢c 175§ 1;1980c 177 § 36.)

NOTES:

-

*Reviser's note: RCW 74.46.530 was repealed by 1995 Ist sp.s. ¢ 18 § 98, effective June 30,
1998.

Effective date--1991 sp.s. ¢ 8: See note following RCW 18.51.050.

Effective dates--1980 ¢ 177: See RCW 74.46.901.

RCW 74.46.370 Lives of assets. (1) Except for new buildings, major remodels, and major repair
projects, as defined in subsection (2) of this section, the contractor shall use lives which reflect the
estimated actual useful life of the asset and which shall be no shorter than guideline lives as established by
the department. Lives shall be measured from the date on which the assets were first used in the medical
care program or from the date of the most recent arm's-length acquisition of the asset, whichever is more
recent. In cases where RCW 74.46.360(6)(a)does apply, the shortest life that may be used for buildings is
the remaining useful life under the prior contract. In all cases, lives shall be extended to reflect periods, if
any, when assets were not used in or as a facility.

(2) Effective July 1, 1997, for asset acquisitions and new facilities, major remodels, and major
repair projects that begin operations on or after July 1, 1997, the department shall use the most current
edition of Estimated Useful Lives of Depreciable Hospital Assets, or as it may be renamed, published by the
Amecrican Hospital Publishing, Inc., an American hospital association company, for determining the useful
lifc of new buildings, major remodels, and major repair projects, however, the shortest life that may be used
tor new buildings is thirty years. New buildings, major remodels, and major repair projects include those
projects that meet or exceed the expenditure minimum established by the department of health pursuant to
chapter 70.38 RCW.

(3) Building improvements, other than major remodels and major repairs, shall be depreciated over
the remaining useful life of the building, as modified by the improvement.

(4) Improvements to leased property which are the responsibility of the contractor under the terms
of the lease shall be depreciated over the useful life of the improvement.
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(5) A contractor may change the estimate of an asset's useful life to a longer life for purposes of
depreciation. [1997¢277§2;1980c 177§ 37.]

RCW 74.46.380 Depreciable assets. (1) Where depreciable assets are disposed of through sale,
trade-in, scrapping;exchange, theft, wrecking, or fire or other casualty, depreciation shall no longer be
taken on the assets. No further depreciationshall be taken on permanently abandoned assets.

(2) Where an asset has been retired from active use but is being held for stand-by or emergency
service, and the department has determined that it is needed and can be effectively used in the future,
depreciationmay be taken. {1993 sp.s.c 13 §5;1991sp.s.c88§12;1980¢c 177 § 38.]

NOTES:
Effective date--1993 sp.s. ¢ 13: See note following RCW 74.46.020.

Effective date--1991 sp.s. ¢ 8: See note following RCW 18.51.050.

RCW 74.46.390 Gains and losses upon replacement of depreciable assets. If the retired asset is
replaced, the gain or loss shall be applied against or added to the cost of the replacement asset, provided that
a loss will only be so applied if the contractor has made a reasonable effort to recover at least the
outstanding book value of the asset. [1980¢ 177 § 39.]

RCW 74.46.410 Unallowable costs. (1) Costs will be unallowable if they are not documented,
necessary, ordinary, and related to the provision of care services to authorized patients.

(2) Unallowable costs include, but are not limited to, the following:

(a) Costs of items or services not covered by the medical care program. Costs of such items or
services will be unallowable even if they are indirectly reimbursed by the department as the result of an
authorized reduction in patient contribution;

(b) Costs of services and items provided to reciptents which are covered by the department S
medical care program but not included in the medicaid per-resident day payment rate established by the
department under this chapter;

(c) Costs associated with a capital expenditure subject to section 1122 approval (part 100, Title 42
C.F.R.) if the department found it was not consistent with applicable standards, criteria, or plans. If the
department was not given timely notice of a proposed capital expenditure, all associated costs will be
unallowable up to the date they are determined to be reimbursable under applicable federal regulations;

(d) Costs associated with a construction or acquisition project requiring certificate of need approval,
or exemption from the requirements for certificate of need for the replacement of existing nursing home
beds, pursuant to chapter 70.38 RCW if such approval or exemption was not obtained,

(e) Interest costs other than those provided by RCW 74.46.290 on and after January 1, 1985;

(f) Salaries or other compensation of owners, officers, directors, stockholders, partners, principals,
participants, and others associated with the contractor or its home office, including all board of directors'
fees for any purpose, except reasonable compensation paid for service related to patient care;

(g) Costs in excess of limits or in violation of principles set forth in this chapter;

(h) Costs resulting from transactions or the application of accounting methods which circumvent
the principles of the payment system set forth in this chapter;

(1) Costs applicable to services, facilities, and supplies furnished by a related organization in excess
of the lower of the cost to the related organization or the price of comparable services, facilities, or supplies
purchased elsewhere;
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(j) Bad debts of non-Title XIX recipients. Bad debts of Title XIX recipients are allowable if the
debt is related to covered services, it arises from the recipient's required contributiontoward the cost of care,
the provider can establish that reasonable collection efforts were made, the debt was actually uncollectible
when claimed as worthless, and sound business judgment established that there was no likelihood of
recovery at any time in the future;

(k) Charity and courtesy allowances;

() Cash, assessments, or other contributions, excluding dues, to charitable organizations,
professional organizations, trade associations, or political parties, and costs incurred to improve community
or public relations;

(m) Vending machine expenses;

(n) Expenses for barber or beautician services not included in routine care;

(o) Funeral and burial expenses; 7

(p) Costs of gift shop operations and inventory; -

(q) Personal items such as cosmetics, smoking materials, newspapers and magazines, and clothing,
except those used in patient activity programs;

(r) Fund-raising expenses, except those directly related to the patient activity program;

(s) Penalties and fines;

(t) Expenses related to telephones, televisions, radios, and similar appliances in patients’ private
accommodations;

(u) Federal, state, and other income taxes;

(v) Costs of special care services except where authorized by the department;

(w) Expenses of an employee benefit not in fact made available to all employees on an equal or fair
basis, for example, key-man insurance and other insurance or retirement plans;

(x) Expenses of profit-sharingplans;

(y) Expenses related to the purchase and/or use of private or commercial airplanes which are in
excess of what a prudent contractor would expend for the ordinary and economic provision of such a
transportationneed related to patient care;

(z) Personal expenses and allowances of owners or relatives;

(aa) All expenses of maintaining professional licenses or membership in professional organizations;

(bb) Costs related to agreements not to compete;

(cc) Amortization of goodwill, lease acquisition, or any other intangible asset, whether related to
resident care or not, and whether recognized under generally accepted accounting principles or not;

(dd) Expenses related to vehicles which are in excess of what a prudent contractor would expend
for the ordinary and economic provision of transportation needs related to patient care;

(ee) Legal and consultant fees in connection with a fair hearing against the department where a

decision is rendered in favor of the department or where otherwise the determination of the department
stands; -

(ff) Legal and consultant fees of a contractor or contractors in connection with a lawsuit against the
department;

(gg) Lease acquisition costs, goodwill, the cost of bed rights, or any other intangible assets;

(hh) All rental or lease costs other than those provided in RCW 74.46.300 on and after January 1,
1985,

(i) Postsurvey charges incurred by the facility as a result of subsequent inspections under RCW
18.51.050 which occur beyond the first postsurvey visit during the certification survey calendar year;

(1)) Compensation paid for any purchased nursing care services, including registered nurse, licensed
practical nurse, and nurse assistant services, obtained through service contract arrangement in excess of the
amount of compensation paid for such hours of nursing care service had they been paid at the average
hourly wage, including related taxes and benefits, for in-house nursing care staff of like classification at the
same nursing facility, as reported in the most recent cost report period;

(kk) For all partial or whole rate periods after July 17, 1984, costs of land and depreciable asscts
that cannot be reimbursed under the Deficit Reduction Act of 1984 and implementing state statutory and
regulatory provisions;
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(1) Costs reported by the contractor for a prior period to the extent such costs. due 18 statutory
- exemption. will not be tincurred by the contractorin the period to be covered by the rate;

(mm) Costs of outside activities, for example, costs allocated to the use of a vehicle for personal
purposes ot related to the part of a facility leased out for office space; ¢ _

(nn) Travel expenses outside the states of 1daho. Oregon, and Washington and the province of
British Columbia. Hewever. travel to or from the home or central office of a chain orgamzation operating a
nursing facility is allowed whether inside or outside these areas if the travel is necessary. ordinary. and
related to resident care:

(00) Moving expenses of employees in the absence of demonstrated, good-faith effort to recruit
within the states of [daho. Oregon, and Washington, and the province of British Columbia;

(pp) Depreciation in excess of four thousand dollars per year for each passenger car or other vehicle
primarily used by the administrator, facility staff, or central office staff:

(qq) Costs for temporary health care personnel from a nursing pool not registered with the sec‘éIary
of the department of health;

(rr) Payroll taxes associated with compensation in excess of allowable compensation of owners,
relatives, and administrative personnel;

(ss) Costs and fees assoctated with filing a petition for bankruptcy;

(1) All advertising or promotional costs, except reasonable costs of help wanted advertising;

(uu) Outside consultation expenses required to meet department-required minimum data set
completion proficiency:

(vv) Interest charges assessed by any departmenl or agency of this state for failure to make a timely
refund ot overpaymentsand interest expenses incurred for loans obtained to make the refunds:

(ww) All home office or central office costs, whether on or off the nursing facility premises. and
whether allocated or not to specific services, in excess of the median of those adjusted costs for all facilities
reporting such costs for the most recent report period: and

(xx) Tax expenses that a nursing facility has never incurred. [l998 ¢322§ 17,1995 Istsp.s.c 18§

97:1993 sp.s.c 13§6: 1991 sp.s.c 8§ 15;1989¢ 372§ 2:1986¢ 175§ 3: 1983 istex.s.c 67§ 17.1980¢
177§ 41

NOTES:

Conflict with federal requirements--Severability--Effective date--1995 1st sp.s. ¢ 18: See notes
followimg RCW 74.39A.030.

Effective date--1993 sp.s. ¢ 13: See note following RCW 74.46.020.
Effective date--1991 sp.s. ¢ 8: See note following RCW 18.51.050.

Effective date--1989 ¢ 372 § 2: "Section 2 of this act is necessary for the immediate preservation
of the pubhic peace. health. or safety, or support of the state government and its existing public institutions.

and shall take effect July 1. 1989." [1989 ¢ 372 § 19.] This note refers to the 1989 ¢ 372 amendment to
RCW 74.46.410.

PART E
RATE SETTING

RCW 74.46.421 Purpose of part E--Nursing facility medicaid payment rates. (1) The purpose
of part I ot this chapter is to determine nursing facility medicaid paymentrates that. in the apgregate tor all
participatingnursing faciities. are in accordance with the bienmal appropriationsact.

(2)a) the departmentshatt use the nursig tacitity medicaid payment rate methodologies deseribed
m this chapterto determine initial component rate allocations for cach medicard nursing faciling
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(b) The initial component rate allocations shall be subject to adjustment as provided in this section
in order to assure that the state-wide average payment rate to nursing facilities is less than or equal to the
state-wide average payment rate specified in the biennial appropriationsact.

(3) Nothing in this chapter shall be construed as creating a legal right or entitlement to any payment
that (a) has not been adjusted under this section or (b) would cause the state-wide average payment rate to
exceed the state-wide-average payment rate specified in the biennial appropriationsact.

(4)(a) The state-wide average payment rate for any state fiscal year under the nursing facility
medicaid payment system, weighted by patient days, shall not exceed the annual state-wide weighted
average nursing facility payment rate identified for that fiscal year in the biennial appropriationsact.

(b) If the department determines that the weighted average nursing facility payment rate calculated
in accordance with this chapter is likely to exceed the weighted average nursing facility payment rate
identified in the biennial appropriations act, then the department shall adjust all nursing facility payment
rates proportional to the amount by which the weighted average rate allocations would otherwise exceedithe
budgeted rate amount. Any such adjustments shali only be made prospectively, not retrospectively, and
shall be applied proportionatelyto each componentrate allocation for each facility. [1998 ¢ 322 § 18.]

RCW 74.46.431 Nursing facility medicaid payment rate allocations--Components--Minimum
wage--Rules. (1) Effective October 1, 1998, nursing facility medicaid payment rate allocations shall be
facility-specific and shall have six components: Direct care, therapy care, support services, operations,
property, and return on investment. The department shall establish and adjust each of these components, as
provided in this section and elsewhere in this chapter, for each medicaid nursing facility in this state.

(2) All component rate allocations shall be based upon a minimum facility occupancy of eighty-five
percent of licensed beds, regardless of how many beds are set up or in use.

(3) Informatign and data sources used in determining medicaid payment rate allocations, including
formulas, procedures, cost report periods, resident assessment instrument formats, resident assessment
methodologies, and resident classification and case mix weighting methodologies, may be substituted or
altered from time to time as determined by the department.

(4)(a) Direct care component rate allocations shall be established using adjusted cost report data
covering at least six months. Adjusted cost report data from 1996 will be used for October 1, 1998, through
June 30, 2001, direct care component rate allocations; adjusted cost report data from 1999 will be used for
July 1, 2001, through June 30, 2004, direct care component rate allocations.

(b) Direct care component rate allocations based on 1996 cost report data shall be adjusted annually
for economic trends and conditions by a factor or factors defined in the biennial appropriations act. A
different economic trends and conditions adjustment factor or factors may be defined in the biennial
appropriations act for facilities whose direct care component rate is set equal to their adjusted June 30,
1998, rate, as provided in RCW 74.46.506(5)(k). -

(c) Direct care component rate allocations based on 1999 cost report data shall be adjusted annually
for economic trends and conditions by a factor or factors defined in the biennial appropriations act. A
different economic trends and conditions adjustment factor or factors may be defined in the biennial
appropriations act for facilities whose direct care component rate is set equal to their adjusted June 30,
1998, rate, as provided in RCW 74.46.506(5)(k).

(5)(a) Therapy care component rate allocations shall be established using adjusted cost report data
covering at least six months. Adjusted cost report data from 1996 will be used for October 1, 1998, through
June 30,2001, therapy care component rate allocations; adjusted cost report data from 1999 will be used for
July 1, 2001, through June 30, 2004, therapy care component rate allocations.

(b) Therapy care component rate allocations shall be adjusted annually for economic trends and
conditions by a factor or factors defined in the biennial appropriationsact.

(6)(a) Support services component rate allocations shall be established using adjusted cost report
data covering at feast six months. Adjusted cost report data from 1996 shall be used for October 1, 1998,
through June 30, 2001, support services component rate allocations: adjusted cost report data from 1999
shall be used for July 1, 2001, through June 30, 2004 support services component rate allocations.
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